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Relating energy & real estate




Metrics with meaning

Small Apartment Building

Change in Return on Equity --> 0%
Low-flow Shower-heads [T

Low-flow Toilets [

Clothes-washer* ]

Efficient Windows* [T

Efficient Water Heater* ]
1 Individual Upgrades
Efficient Refrig-erators™*

Duct Sealing & Insulation

Efficient Lighting
Weather-stripping

Attic Insulation

Water & Energy Package (difference)

Energy-only Package (difference)

Comprehensive Upgrades (difference)
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Change in Resale Value ($ at end of Year-5)

Undiscounted 5-year energy savings =
$15,000, vs $40,000 increase in sales value




Energy price-shock hedging
benefit of efficiency
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Structuring finance to include
an “Energy Services Partner”

5-year undiscounted energy savings $900k, versus $2.4
million increase in value at time of sale

i i . Energy
Energy OVERALL General Limited Services
Offlce BUlldlng Savings PROJECT Partner Partners Partner

BASELINE 0%
Cashin $14,194,688 } $2,838,938 $11,355,750 $0
Share of Equity W 20% 80% 0%
Cash Flow Before Taxes (year-5) $1,358,390 $271,678 $1,086,712 $0
Return on Equity (year-5) 9.6% 9.6% 9.6%
Sale Price in Year 6 (at 8-CAP) $57,976,406
Return of Capital and Gain Distribution $16,025,661 $3,205,132 $12,820,529 $0

WITH ENERGY SERVICES PARTNER 25%

Cashin $14,667,188 1 $2,838,938 $11,355,750 $472,500
Share of Equity S 19% 77% 3%
Cash Flow Before Taxes (year-5) $1,541,286 $298,327 $1,193,307 $49,652
Return on Equity (year-5) 10.5% 10.5% 10.5% 10.5%
Sale Price in Year 6 (at 8-CAP) $60,354,232 ‘W‘W‘W‘W
Return of Capital and Gain Distribution $18,260,817 $3,534,510 $14,138,040 $588,268

DIFFERENCE with Energy Services
Partner Compared to Baseline

Cashin $472,500 $0 $0 $472,500
Cash Flow Before Taxes (year-5) $182,897
Return on Equity (year-5) 0.9% 0.9% 0.9%
Sale Price in Year 6 (at 8-CAP) $2,377,826
as % of initial investment 16%
Return of Capital and Gain Distribution $2,235,156 $329,378 $1,317,511 $588,268
as % of basecase distribution 14% 10% 10% f:s:

Scenario based on a hypothetical property with 315,000 square feet, $175/sf purchase price ($55 million), energy
costs of $2 per square foot, a 3-year payback time on the energy-efficiency upgrade costs required to obtain 25%
savings.




Benetits to Investors




. Key factors




Appraisal must reflect benefits

5-year undiscounted energy savings = $55,000,
versus $125,000 increase in appraised value

Hotel

Prior to After
Upgrade Upgrade Difference

Income
Gross Scheduled Income ($/year) 506,624 506,624
Vacancy Rate (35%) ($/year) 177,318 177,318
Net Scheduled Income ($/year) 329,306 329,306

Expenses
Electricity ($/year) 18,766 10,450 -8,316

Natural Gas ($/year) 5,447 2,850 -2,597

Other ($/year) 177,171 177,171
Total Expenses ($/year) 201,384 190,471 -10,913

Net Operating Income (NOI) ($/year) 127,921 138,834 10,913
Appraiser's Opinion of Value (8.75% CAP rate) ($) 1,461,959 1,586,679 124,720

Increase in value due to energy upgrades ($) 124,720
Adapted from Chao and Parker (2000)
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